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industries, businesses and persons in Minnesota, and compares it with the per
capita figure for the United States as a whole. The results of this comparison
show that the relative economic ability to pay of Minnesota is 2% greater than
the average of the United States as a ""Ivhole.

2. Relative Revenue Produced by Taxation

This basis develops per capita the revenue produced in Minnesota by com
bined state and local taxation, and compares it with the corresponding figure
for the United States as a whole. The results of this comparison show that the
relative burden of taxation in Minnesota is 4% greater than the average of the
United States as a whole.

3. Combined Index - Relative A bility to Pay
In Relation to Revenue Produced

With 2% greater relative economic ability to pay and 4% greater relative
burden of State and local taxation borne, it follows that the per capita weight of
taxation in Minnesota is 2% greater than the average of the whole of the Uriited
States.

4. State Taxes Compared Acc01'ding to their Nature.
"Average Tax Structure" - a Measuring Device

If throughout the United States certain state taxes which represent 95.22%
of all state taxes collected, are broken down as to their type (taxes representing
less than 2~ ~~ being omitted for simplicity) a tax structure is obtained which,
in respect to the yield from each type of tax, serves as a useful norm with which
to compare other states.
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In the "average tax structure" each type of tax is represented by the per
centage it contributes to the whole. The "average tax structure" might be re
garded as the taxes in a hypothetical state in which the yield of each type is the
average. of the 48 states. On account of its character, it should pot be used in
comparing the amount of total taxation in one state with another. The "aver
age tax structure" as compared to Minnesota's tax structure for the year 1941
is given below.

1941
Minnesota Ex.IV-A-3

Average Tax Use of
Type of Tax Structure Structure Difference

Gasoline 25.69% 20.22% - 5.47%
Sales 15.65 -15.65
Motor Vehicle 12.39 12.94 + .55
Net Income 11.86 18.31 + 6.45
Alcoholic Beverage 7.36 6.23 .13
Property 5.72 15.09 + 9.37
Utility 4.34 9.76 + 5.42
.Inheritance 3.46 1.11 2.35
Tobacco 3.03 .26 2.77
Franchise 2.99 2.99
Insurance Company 2.53 2.50 .03

Total Percentage
for Eleven Taxes 95.22% 86.42%

It 'will be seen that whereas in the United States as a 'whole 15.65% of
state taxes collected arise from a sales tax, Minnesota derives no revenue from
this type of tax. It is also evident that, in respect to state income taxes in which
the "average tax structure" shmvs collection of 11.86%, Minnesota shows a
collection of 18.31 %; and in respect to property taxes, where the "average tax
structure" shows 5.72%, Minnesota shows 15.09%. Minnesota imposes a sever
ance tax which is not represented in the "average tax structure" because of its
minor importailce (yielding only 1.6%). In Minnesota, however, it yields
11.86% of the total State taxes.

In respect to the gasoline, inheritance, tobacco and franchise taxes in
which Minnesota collects considerably less than the "average tax structure",
these taxes are about offset by its collection from the severance tax not repre
sented in the "average tax structure",
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5. Local Taxes Collected - Minnesota Local Taxes
CompaTed with United States Avemge Local Taxes

For the year 1941 Minnesota collected local taxes amounting to $42.64
per capita at a time when the average for the United States was $39.89. As
demonstrated earlier in this section, the relative ability to pay of a citizen of
Minnesota is 2% greater than the relative ability to pay of the average citizen
of the rest of the United States. If there be taken into account this extra ability
to pay, the burden carried by the citizen of Minnesota in local taxes; instead
of being expressed by the ratio of 42.64 to 39.89, would be more correctly
expressed by the ratio of 42.64 to 40.69, the latter figure being obtained by
increasing the United States average by 2%. After adjusting for the Minnesota
citizen's greater ability to pay, the figures show that he is still paying above the
average in local taxes alone in the ratio of 42.64 to 40.69.

6. Discussion of Taxes Imposed

The Property Tax and the Income Tax have been found to be imposing
a greater burden on the citizens of Minnesota than would the "average tax
structure." It is, therefore, necessary further to investigate these two taxes
together with certain other taxes which according to interviews with various
industrialists are said to be imposing excess burdens on industry.

a. Ad Valorem Property Tax

(1) Classification of Property
According to Minnesota laws, property is assessed at varying percentages

of its "full and true" value, depending upon the classification of the property.
There are four major classifications, some of which are sub-divided into minor
classifications. The assessment rates vary according to type of property from
50% of "full and true" value to 10% of "full and true" value.

This in effect means that when two types of property of the same "full
and true" value are assessed, one in the 10% classification and one in the 50%
classification, the latter is carrying five times as much tax burden as the former.

None .of Minnesota's competitor states discriminate in such a manner by
law, although it is well known that assessment values vary greatly and uncer
tainly between types of property in all the states.

(2) Assessment
The basis for the ad valorem property tax is the assessment value of the

property. The assessments can be no sounder than assured by the skill and
intelligence of the men elected as assessors. In Minnesota there are nearly 3,000
of them. Each has his own method of arriving at a valuation. These valuations,
coming from so many different sources, are not and cannot be uniform, although
uniformity in valuation would mean a more even distribution of the tax burden.
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This is true particularly as the assessment value, as distinguished from the
assessment classification, is the uncertain and varying factor in the ad valorem
system. It is the relationship of each piece of property to the remainder of the
property in the taxing district that determines the proportion of the tax burden
that that piece of property will bear. Valuations that reflect true relative value
among all properties are more important from a tax standpoint than accuracy
of assessment.

The assessors are not full time employees, and usually can perform their
duties in a few weeks. Their rate of pay is very lmv and, therefore, does not
attract the best qualified men.

(3) Mill Rates
In Minnesota, the various mill rates by which the taxes are levied are de

tennined by as many as 10,409 (Book of the States, Page 94) different units of
local government. Therefore, it is possible to have a very wide diversity among
them. There is a wide variation in average mill rates benveen the counties.
There are further large differences between the townships and school districts
within the counties. In 1942 the average mill rate of the various counties ranged
from 49.90 to 203.85 mills. These different mill rates tend to add further to a
disproportionate distribution of the tax burden.

(4) Limitations
There are limitations of the tax levies imposed on local governments which

tend to restrict variation. To restrict the levies of the local units effectively, it
is necessary to impose both a per capita and a mill rate limitation. There are
no mill rate limitations on Home Rule Charter cities unless a mill rate limi
tation is specified in their charter. As indicative of possibilities, this lack of
limitation can, in the near future, lead to excessive levies in some of the iron
range cities;

.. (5) Burden
With the exception of iron mining, visits to various industries disclosed

few complaints against the ad valorem Real Property taxes, but there were
numerous complaints against the ad valorem Personal Property Tax. The
assessment being made as of May 1st finds many industries with large stocks of
raw materials and merchandise on hand, and therefore subject to tax. In the
classification system in use, there is no distinction between materials in manu
facture, stocks of merchandise and raw materials as differentiated from ma
chinery and fixtures forming part of plant. Without distinction, these all are
included in Class 3 and assessed at 33-1/3% of Full and True Value. A distinc
tion has been recognized in agriculture and Class 3a covers agricultural prod
ucts in hands of producer "which are assessed at only 10% of Full and True
Value, Class 3d covers agricultural machinery and is assessed at 20% of Full
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and True Value. In agriculture, the ratio of machinery to products, in regpect
to the tax they bear, is two to one.

b. Income Tax

Geneml

The Income Tax in Minnesota applies against both the individual and
the corporation. These must be discussed separately as their effects are differ
ent. They are computed on different bases.

In 1943, 29 states and the District of Columbia levied Personal Income
Taxes. Thirty-one states and the District of Columbia levy a Corporate Income
Tax. Connecticut, Pennsylvania and Tennessee levy a Corporate Income, but
not Personal Income Tax. Delaware levies a Personal Income Tax, but no
Corporate Income Tax. From Income Taxes in 1941, Minnesota derived
18.31 % of its revenue as compared to the revenue from the "average structure"
of 11.86%.

In the exhibits, it will be noted that Ivlinnesota spreads the base for its
Income Tax over a 'wider range of incomes than do most of the other states.
This feature brings the tax collected in Minnesota nearer the average as the
amount of net income increases.

(1) Personal Income Tax

It has been shown that at the $3,000 net income level, Minnesota is exceeded
only by North and South Carolina in the Income Tax it collects. Eleven states
and the District of Columbia collect no tax at this level, although they have
Personal Income Tax laws. Minnesota collects almost 7 times as much per
individual return as the lowest state and a little less than 3 times as much as
the average of the 30 states levying Personal Income Taxes.

At the $5,000 pet income level, Minnesota is exceeded, per return, only
by North Carolina. At this level, Minnesota collects over 11 times as much as
the lowest tax collected by states having Personal Income Tax laws and a little
less than 2~ times the average for these 30 states.

At the $10,000 level, Minnesota is exceeded, per return, only by North
Carolina and Oklahoma. Minnesota collects almost six times as much as the
lowest state and a little less than twice the average for the 30 states.

At the $25,000 net income level, Minnesota is exceeded in amount col
lected per return by five states: North and South Carolina, North Dakota,
Wisconsin, and Oklahoma. Minnesota collects over five times as much as the
lowest state and a little more than 1~ times the average for the 30 states.

The above comparisons shO'iv that :Minnesota places a much greater burden
on personal incomes than do most of the other states.
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(2) Corporate Income Tax

The Corporate Income Tax is a little higher in Minnesota than the aver
age for the 32 states levying Corporate Income Taxes. This is true for a com
pany conducting all of its business in Minnesota. Ho,vever, a corporation whose
sales are made largely outside of the State, but whose property and payroll are
largely within the State, is in a much more favorable position compared with
the other states. This is because of the ratio applied to apportionment of income
to Minnesota in which sales are weighted at 70% and property and payroll at
15% each.

The dividends paid to a parent company in Minnesota by a subsidiary
company located out of the State are taxable by the State as income to the
parent company. This is true even though Minnesota contributed nothing to
these earnings and in earning these profits the subsidiary companies did no
business in Minnesota.

All profits of corporations located in Minnesota upon which dividends are
paid to Minnesota stockholders are subject to double taxation, _ once from
the corporation and again from the individual. Should the stockholder live
in a state which has no Personal Income Tax, he will realize more profit from
the same dividend than if he lives in Minnesota.

(3) Revenue - Personal and Corporate

The Income Tax has been producing progressively more revenue. In its
first effective year, 1933, revenue produced amounted to slightly over
$2,000,000. This increased to $6,500,000 in 1937. At that time the law was re
written to produce more revenue. Collections have increased greatly since then,
reaching $23,500,000 in 1943. In its present form, the Income Tax cannot be
expected to continue to produce such large returns. The war years have shown
constantly increasing economic income but the provision which has been made
by Minnesota that the Federal Income Tax paid may be deducted from State
personal income will cause the State revenue derived from this tax to decrease
as soon as income becomes more or less stabilized. All this is provided that there
is no decrease in Federal Income Tax rates. In any consideration of revenue to
be derived from the State Income Tax the years 1942 and 1943 must be con
sidered as abnormal years and the possibility is remote that revenue will con
tinue at the level of these years.

c. Money and Credits Tax

The Money and Credits Tax has been suspended for the years 1943 and
1944. In 1945, it will again become effective unless the legislature take action
to suspend it further.

Since the time of the Civil War, the problem of taxing Money and Credits,
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which, under .Minnesota's law, are regarded as intangibles, has been a major
problem throughout the United States. Money and Credit are easily hidden
and, therefore, very hard to assess. By passage of the Money and Credits Tax
La,v, Minnesota attempted to ease the difIiculties of assessment by reducing the
rate. This was done to encourage citizens to declare their I\;foney and Credits
for assessment. Because of this reduction of rate, the revenue derived from this
tax has increased and many citizens have declared their Money and Credits for
assessment.

A survey made by Roy G. Blakey, in 1932, indicated that at that time much
less than 50% of taxable Money and Credits were being taxed. In 1940, the
Minnesota Institute of Governmental Research, conducted a further study of
the Money and Credits Tax Law. In only 9 counties, the assessment of Money
and Credits exceeded the bank deposits. In 78 counties, the Money and Credits
assessment was less than the single item of bank deposits.

Inquiries by the Minnesota Institute of Governmental Research, addressed
to states where a Property Tax is levied against so-called intal;gibles, indicated
that evasion of the tax was so extensive that Money and Credits contributed
very little to the total Property Tax revenue.

d. Auxiliary Forest Tax

Forest taxation presents a problem similar to that of Mining taxation.
Many trees require a growing period of 75 to 100 years. During this period no
revenue accrues to the owner. Only at the "harvest" of the timber does he
realize any return therefrom. In the past, timber was considered as a natural
resource existent at the time setllers came into possession of the land. It was
not necessary for them to finance the timber and land throughout the growing
period. This favorable condition largely has ceased to exist owing to the ex
tensive "mining" of.the forests. Timber should now be considered as a crop
with an extended growing period. The value of timber at maturity probably
will be less than the accumulated taxes paid during the long growing period if
timber land continues to be taxed principally on the same basis as agricultural
land. The major portion of agricultural crops never appear on the tax Tolls
because they are harvested within the year.

The realization of the inability of trees as a crop to stand the present tax
burden is evidenced by the introduction of the principle of taxation employed
in the Auxiliary Forest Law, previously discussed under "Forestry". Hmvever,
this law presents certain administrative problems.

These administrative problems largely lie in the difficulty in havihg a
woodlot or forest tract declared an auxiliary forest. A very large part of the
woodlands in Minnesota still are taxed undet the general ad valorem system.
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This is largely because of the lack of knowledge by the taxpayers of the exist
ence of the Auxiliary Forest Law and the complexity of the administrative
procedures required to have a tract declared an auxiliary forest.

( ,
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B. State and Local Expenditures

In the follmving pages reference frequently is made to records between
1937 and 1943 because those for prior years are non-existent. The trends devel
oped in the pre·war years between 1937 and 1940 are rather brief to be considered
indicative. The trends between 1940 and 1943 definitely reflect war conditions.
Consequently both the peace time and ,val' time trends have been reported; in
certain respects the conclusions drawn cannot but be affected by the brevity of
these periods.

1. NET GOVERNMENT EXPENDITURES, STATE AND MINOR CIVIL DIVISIONS, 1939
THROUGH 1943

Records of net government expenditures of the State of Minnesota and all
the minor civil divisions containing the annual totals after elimination of dupli
cations caused by inter-division transfers have not been compiled for years prior
to the fiscal year 1937-1938. The data for this year are not as complete as for suc
ceeding years.

Generally speaking, published state expenditure statistics are incomplete
in that they do not contain the expenditures of minor civil divisions,-counties,
towns, municipalities, school and other districts,-supported by local taxes or
otherwise.

Over a period of several years trends in total expenditures follow the trends
of state and local taxes. In Minnesota these taxes decreased from about $161,000,
000 in 1930 to $136,000,000 in 1933 and then increased to $178,000,000 in 1940.

a. Total Net Expenditures for Current Expenses, Capital Outlays and Interest

After eliminating duplications, the total net expenditures for current
expenses, capital outlays and interest made by all the civil divisions such as the
State, counties, towns, municipalities and school districts in Minnesota were
approximately $220,500,000 in 1939, increased to $224,000,000 in 1940, and
then decreased to $198,000,000 in 1943.

The year named is the year in which the fiscal period of the State and most
school districts end. The other divisions either end with the preceding
calendar year or with dates near its end.

b. Current Annual Operating Expenses and Capital Outlays by Principal
F\l11ctions, 1941 through 1943

The three largest groups of expenditures in Minnesota are education,
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highways and public welfare (charities); other important functions include
general control and public safety. Combined expenditures for hospitals, con
servation of health, and sanitation and waste removal have exceeded $15,000,000
in some years. Annual interest payments amounted to about $10,000,000.

(I) Education
Education has cost the people of Minnesota about $63,000,000 annually

during the years, 1941-1943. Of these amounts the school districts spent about
$49,000,000. The State spent about $13,000,000, of 'which about $11,000,000
was on account of the University of Minnesota and $1,500,000 for the Teachers
Colleges. Offsetting revenues of the State from tuition and services rendered to
students in these institutions have been identified to the extent of about
$5,000,000 yearly.

A comparison with neighboring states of expenditures for public elemen
tary and secondary schools per capita of total population and enrollment in
1936, 1938 and 1940 indicates that Minnesota has been spending for its public
schools more, per capita, than the four states, South Dakota, North Dakota,
Indiana and Iowa. It usually exceeded Wisconsin, exceeded Michigan to a lesser
degree and generally was less than Ohio and Illinois. When measured by per
capita income payments to individuals in 1940, rvIinnesota exceeded three of the
same four states, South Dakota, North Dakota and Iowa, but was less than the
others.

The organization through which the public school system in Minnesota
is administered contains a comparatively large number of school districts. In
1940 there were 7,687 of such districts but these had been reduced to 7,674 in
the school year 1941-1942. Progress has been made in simplifying the public
school system by consolidating school districts, but persons familiar with the
situation cite examples which indicate that more opportunities for improve
ment still exist.

The Constitution of Minnesota states that it is the duty of the legislature to
establish a general and uniform system of public .schools. State financial aid to
the school districts has amounted to about $17,000,000 yearly. The determina
tion of a fair basis for, and an equitable distribution of, these aids has presented
a petennial but changing problem. The situation has been summed up in reports
to the authorities" * * * Approximately 37 kinds of aids are distributed.
* * * As a result, at the present time, Minnesota has a complicated school aid
system which needs simplifying and refining."

These educational problems seem to be due partly to the way in which the
system has been developed. The sources and allocation of funds seem not to have
kept pace with changes in economic conditions and to have become unsuited to
present needs.
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(2) Highways
Highway operation, maintenance and capital outlay during 1941 and 1942

cost about as much as the school districts spent for education,- $47,500,000 in
1941 and $49,000,000 in 1942. Of these sums the State spent about half,
$23,000,000 - and the counties a quarter,- $13,000,000. In 194.3 the total was
reduced to about $35,500,000. The State spent about $12,000,000 and the
counties about $11,000,000. Of the remainder, which during the three years
ranged from $11,000,000 to $13,000,000, the cities and villages spent about two
thirds and the tOlvns one-third. State aid (largely from the gasoline tax) ranged
from about $8,700,000 in 1941 to $6,100,000 in 1943. Federal grants ranged fn;nn
about $3,000,000 to $6,500,000.

During the five years, 1939 through 1943, per capita expenditures for capi
tal outlays for highways in Minnesota were about $7.10 in 1939, increased each
year until 1942 to about $9.90, but in 1943 were sharp'ly reduced to abOlJt $3.50.
During the same period per capita current highway operating and maintenance
expenditures started at about $9.08, decreased to $8.32 in 1940 and to $7.13 in
1941. In 1942, they increased to $8.40 and in 1943 reached $9.80. '

In 1940 there were 2,734 highway and street administrative agencies having
direct or supervisory responsibilities for construction and maintenance of roads
and streets. These agencies included 5 Federal, 5 State, 87 county, 1,884 town
ship and 753 municipal. The important systems of highways include Federal-aid
system, trunk high'ways, State-aid roads, co~mty-aid and county roads, and town
ship roads. About 11,000 miles of the total of 120,000 miles of highways, streets
and alleys were parts of more than one system. Whole systems may be under the
jurisdiction of two or more agencies.

Generally speaking, the highways of Minnesota are excellent and adequate
for necessary uses. In mileage of improved roads Minnesota is about on a par
with comparable states. War conditions have caused a reduction in capital out
lays. Maintenance expenditures in 1943 had increased more than 31 % over
1941, but the quality of main.tenance deteriorated.

(3) Public Welfare
Total net expenditures for "public welfare" or "charities" decreased from

$39,000,000 in 1941 to less than $33,000,000 in 1943. The counties spent over
three-quarters of these amounts, such sums decreasing from about $30,200,000
in 1941 to $27,200,000 in 1943. State-aid amounted to about two-thirds of these
amounts ($19,000,000 to $20,000,000), of which the State, in turn, received
more than one-half from the Federal government. The State spent about
$2,500,000 yearly, the cities and villages $3,000,000 to about $6,000,000, and
the towns from $15.0,000 to $250,000. The largest single item was Old Age
Assistance.

176 ]



La'ws relating to care of and assistance to the indigent, unemployed, and
physically and mentally handicapped are administered by the Department of
Social Security, composed of the Division of Social 'Welfare, the Division of
Employment and Security, and the Division of Public Institutions.

The Divisions have divided the State into varying numbers of districts
depending on their activities and the number and locations of the local units
they supervise or through which they function. Various bureaus in the Division
of Social vVelfare supervise the county welfare boards in their administration
of assistance laws.

(4) General Government
General government costs, ranging from about $12,764,000 to $13,884,000 VOL. II, p. 296

or $4.50 to $5.00 per capita, approximately, have weighed most heavily on the
counties which have carried nearly one-half of them.

2. NUMBER OF LOCAL GOVERNMENT UNITS VOL. II, p. 296

In total number of units of government, Minnesota, with 10,409 in 1941,
was exceeded only by Illinois (15,629), Kansas (11,206) and Missouri (10,992).
The follo'wing table summarizes the comparison with maximum, minimum and
average of the neighboring states, Iowa, Wisconsin, Indiana, Michigan, Ohio,
North and South Dakota and Illinois and with the average of the 48 states in
the Union.

NUMBER AND TYPES OF LOCAL GOVERNMENTAL UNITS IN 1941 VOL. II, p. 297
Total Units Incorpo- School Other

of COlIn- rated To\\'n- Dis- Special
Government ties Places ships tricts Districts

Minnesota 10,409 87 751 1,883 7,687 1
Illinois ,(Max.) 15,629 102 1,138 1,436 12,129 824
Indiana (Min.) 3,032 92 536 1,016 1,183 205
Average of 8 states other

than Minnesota 7,164 82 639 1,311 4,297 205
Average of 48 states in

the Union 3,437 63 339 396 2,465 175

These states in the North Central Region have considerably more compli
cated political organizations of local units of government than the average for
the whole country. IvIinnesota has more local units than all but one of these
states, and the total number in Minnesota is about three times that of the average
of the 48 states. Comparative records of the costs of the activities of all of these
administrative units in all of these states do not exist.
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3. PER CAPITA GOVERNl\'IENT EXPENDITURES, STATE AND MINOR CIVIL DIVISIONS,

1939 THROUGH 1943

During the years 1939 through 1943 the per capita cost of net current ex
penses of operating the State and local governmental activities ranged from
about $63.00 in 1941 to $66.20 in 1943, the high point in the series. Capital out
lays ranged from a low of $5.15 in 1943 to a high of $16.19 in 1940. When these
sums are added to current expenses the combined costs ranged from $71.34 in
1943 to $79.59 in 1940. These minimum and maximum amounts were increased
by the addition of interest payments to $74.77 in 1943 and $83.42 in 1940. This
per capita cost of such government operations, - $83.42, - was nearly 16% of
the per capita income of $526.

4. PER CAPITA STATE COST PAYMENTS) MINNESOTA COMPARED WITH OTHER

STATES, 1937 THROUGH 1943

In this category are the payments administered by the State government
and grants made by the State to aid minor civil divisions, including the expendi
tures for operation of the functional departments of the State government, for
capital outlays and for interest. Expenditures made by'local units are not in
cluded except as grants to such subdivisions by the State government are
embraced as State expenditures.

Minnesota has been compared with the neighboring states, North and
South Dakota, Kansas, IOiva, Indiana, Wisconsin and Michigan; and with the
average for the 48 states in the Union. The period covers the years 1937 through
1942. Although these per capita expenditures in the case of Minnesota were
uniformly higher than those of the other stat~s, excepting Michigan, they pro
gressively decreased during 1939, 1940 and 1941. They 'were only slightly
higher in 1942 than they were in 1938. During the six years from 1937 through
1942, Minnesota's State government cost payments did not exceed in any year
an average of $45 for each inhabitant. This compares with a maximum average
for the 48 states of $38 during the same period. Year by year, Minnesota exceeded
the average for the country by about $12 for 1937 and 1938; by $7 for 1939; by
$5 for 1940; by $3 for 1941 and by $6 for 1942. During these years the average
fot the United States has increased progressively from $27 to $38.

A comparison on a per capita basis with all the states in the Union shows
that such sparsely populated states as Nevada, Wyoming, Arizona, NeiV Mexico,
Idaho (in 1941) and Utah exceeded Minnesota in state government costs as have
Colorado, Washington and California. All of the last three have had certain
expenditures considerably higher than those corresponding in Minnesota, some
owing to special circumstances and some owing to the fact that these states are
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5. STATE COST PAYMENTS MADE DIRECTLY, COMPARED WITH THOSE DIVERTED VOL. II, p. 299
TO MINOR CIVIL DIVISIONS

The states have various and varying policies in their distribution of func
tions and expenditures between the state as a unit and the minor civil divisions.
In the same state, proportions expended for various functions may differ widely.
Policy may change from year to year. Among the eight states used in a. previous
exhibit and the total for the 48 states a comparison in amounts and in percent
ages has been made of the distribution of expenditures among such impOTtant
activities as schools, highways and public welfare. The period is only one year,
1942. Only a few examples are cited:

less fully developed. New York and Ohio have been slightly higher in 1941 and
Delaware has been consistently so throughout the period. The record of Michi
gan has been irregular and higher in three of the years.

Minnesota, ,vith per capita income payments to individuals of $526 in 1940
spent $40.32 for these functionalized state government cost payments compared
with $40.17 spent by New York, whose per capita income was $814, and com
pared with $37.12 spent by Ohio whose per capita income was $644. These two
latter states are highly industrialized and their population density in 1940 was
281.2 and 168.0 respectively, compared with 34.9 in Minnesota. Because of
lower population density and comparatively larger expenditures, Minnesota in
that year spent 7.7% of its per capita income payments to individuals compared
with 4.9% for New York and 5.8% for Ohio.

Ex. IV-B-5

VOL. II, p. 299

76
58
44

69
52
89

State-Aid Paid
Minnesota 48 States

24
42
56

31
48
II

Direct Operation
Minnesota 48 States
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STATE COST PAYJ'dENTS COMPARED WITH STATE-AID PAYMENTS

Percent

There is wide variation among the states.

~chools

Highways
Public Welfare

6. PER CAPITA COST PAYMENTS FOR PRINCIPAL GOVERNMENT FUNCTIONS

Exhibit IV-B-6 compares per capita cost payments made by the eight states
and the average of the 48 states allocated among the principal functions. This
comparison is incomplete in that it includes only the direct expenditures by the
State government and its contribution to the local civil divisions. Here again,
differences in policies followed by the various states invalidate all except general



VOL. II, p. 300

comparisons. For example, Imva had comparatively small expenditures for
schools. Included elselvhere are grants by the State to minor units for various
unspecified purposes. Some of these grants have been made to compensate for
exempti0l1 of homesteads from local taxes. Such payments probably were used
by the local units not only [or schools but for all the purposes that would have
been supported by taxes on homesteads. The average per capita sums expended
by the 48 states for general government control and for employment security
were larger than corresponding figures for Minnesota.

7. DEBT AND DEBT SERVICE

Since 1928 the Constitution of Minnesota has provided ample safeguards
against excessive and, to a large degree, against unwise incurrence of debt by the
State itself. Numerous legislative acts limit the powers of the minor units to
incur debt and prescribe standards to which they shall conform. The policy of
limiting debt to a relatively small proportion of total assessed valuation has
tended to keep such valuations high in those civil units in which the outstanding
debt is at or near the maximum allowed.

In the Report of the Highway Planning Survey, considerable space is de
voted to, highway debt. It appears that there have been certain towns that have
defaulted on debts incurred many years ago. There also is mention of the use of
"vVarrant Financing" by counties and local units and certain minor irregu
larities connected with the practice.

On July 1,1942 the gross debt burden on the civil units of Minnesota
amounted to nearly $115 per capita. Debts have scheduled maturities, although
no comprehensive and complete record has been discovered. Highway bonds
and State obligations apparently will become due in constantly deCl'easing
amounts through 1953 with one or two series not maturing until 1977.

During the years 1940 through 1943 yearly retirements exceeded annual
new issues of State bonds for "Charities." The gross amounts outstanding de
creased from about $23,354,000 to $13,832,000. Continuing retirements are
scheduled through 1953.

Summary

1. Comparison with the average of expenditures throughout the nation
and with certain selected states indicates that the general level of expenditures
in Minnesota is higher than is warranted by the economic status of the State.

2. The totals of expenditures and their apportionment among the various
units of government depend on and reflect general policies of the people of Min
nesota in determining the scope of government activities and allocating func
tions among the various agencies.
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3. In Minnesota the total number of local governing units is about three
times the average for the country as a whole.

4. The Constitution of Minnesota requires a general and uniform system
of public schools. The State has granted substantial sums as aid to the school
districts, allocating them by a method that has been characterized as complicated
and unsuited to present needs.

5. Minnesota's high"way system appears to be adequate for necessary uses.
6. The highway administrative structure in Minnesota is composed of a

large number of agencies which have supervisory or joint responsibilities over
several highway systems, some of which overlap.

7. Expenditures for public charities reflect a policy of localizing responsi
bility for such activities, limiting them reasonably and retiring debt incurred
for such purposes.
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v. SUMMARY OF FINDINGS

Analysis of the data gathered for this Report shows that in the first half
of its statehood Minnesota, by energetic liquidation of its patrimony, realized
or created wealth relatively more rapidly than neighboring states. In the sec
ond half, Minnesota not only failed to maintain its position, but relatively
lost ground, and, as this Report is submitted, is faced 'ivith an actually declin
mg economy.

In dealing with components of the total economy of the whole State this
Report may be regarded as emphasizing a condition that at present is charac
teristic of the State, i. e., each industry is primarily concerned with its own
immediate welfare. If this condition continues, it can only serve to bring
about a result which is rather clearly indicated in the Report, namely, the
exhaustion of the State's iron ore, the depletion of its forests and the discour
agement of manufacturing. This will leave in Minnesota the economy of an
almost wholly agricultural State competing in the national market, subject to
the fluctuations of income and other vicissitudes that characterize national
market competition.

It is realized that, in contrast with this prospective single economy, the
road to a multiple economy designed to develop many interests is hard, in that
it involves coordinated planning for long term continuance of the State's iron
ore in a competitive field, the most advantageous use and regeneration of its
forests, and the integration of the products of both forest and agriculture to
supply the raw materials that are essential to the prosperity of manufacturing
and processing.

It is true that, to attain this desired end, it has been indicated that the
State's governmental agencies have a burden of responsibility not only
through self-examination as to rates of expenditure, but also as to the manner
in which the tax load is distributed among the people.

The authors of this Report are in no position to lay down complete pro
grams of remedial action. These can best be determined by close cooperation
between the State's agencies of government and the organizations that may now
represent, or that should be organized to represent, private industry, agricul
ture, labor and education.

In another portion of the Report, the authors will submit their recom
mendations as to remedial measures. These recommendations are offered as
suggestions for the consideration of those permanently concerned with the
State's problem.
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